General Business Conditions 





HE reports from business during 

August have continued of an encour- 

aging character. Industrial operations, 

according to preliminary figures, have 

made more than the usual seasonal 
advance, and markets of all kinds give evidence 
of a further strengthening of confidence in the 
Fall outlook. Retail business is running 
steadily ahead of last year; despite unfavorable 
weather in some sections the August increase 
is expected to come close to that of July, when 
department store sales were up 9 per cent, on a 
daily average basis. Undoubtedly the general 
view is that Fall merchandise trade will show 
an increase of fully 10 per cent over last year, 
and that the gains in many of the industries 
will be even larger. With seasonal prepara- 
tions going ahead on that basis, advance buy- 
ing in many of the wholesale markets has been 
the best in five or six years, except for the 
speculative movement of 1933, which mer- 
chants do not propose to repeat. 

Commodity prices have advanced, including 
a number of farm products and non-ferrous 
metals. The demand for copper has increased 
sharply, resulting in an advance of the domes- 
tic price to 8%4 cents and of the export price 
to 8.25. The average price of the most im- 
portant raw materials, as represented by 
Moody’s index number of fifteen staples, stood 
toward the end of the month at a new high 
point in the recovery, 167 per cent of the De- 
cember 31, 1931, average. 

Prices of manufactured goods have been 
steady to firm, with advances in some lines; 
and although the skeleton N.R.A. organization 
has repeated its charges of widespread price 
and wage cutting, abandonment of labor stand- 
ards set by the codes, etc., the unsettlement 
which would be expected if these policies were 
general is not evident in the markets. On the 
contrary, it is almost certain that where ad- 
justments of this kind are being made, by in- 
dividuals responding to conditions in their 
own business, the changes are increasing the 
ability to sell goods, and contributing to the 
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recovery. They represent the natural and 
ceaseless effort of the economic system to keep 
itself in balance. 

The rise in stock prices has carried farther, 
with its usual heartening effect. It is always 
difficult to say whether the stock market leads 
or follows business sentiment, and of course 
its record as a barometer is not of the best. 
However, the increased volume of business 
creates optimism as to earnings; also stock 
prices adjust themselves, as dividends become 
more secure, to the lower yields on all invest- 
ments, due to the excess funds seeking employ- 
ment. Hence the rise is interpreted as evidence 
that easy money is working its way more 
broadly into the economic situation, and mak- 
ing a revival of the capital markets and an in- 
crease in capital goods expenditures more cer- 
tain. To be sure, the initiative in making 
these expenditures always rests with the in- 
dustries, and the trade improvement is the 
important matter. 


Reasons for the Optimism 


The persistence and spread of the business 
improvement over the past nine or ten months, 
despite both political and economic handicaps, 
have made a strong impression upon all ob- 
servers. None of the previous upswings dur- 
ing the depression has extended as widely into 
the durable goods industries; also, and doubt- 
less for that reason, none has shown such stay- 
ing power. From the peak of the rise, reached 
in late Winter, the subsequent reaction 
amounted to only 4 per cent in terms of the 
Federal Reserve Board’s index of industrial 
production, and now another rise apparently 
is under way. This supplies an encouraging 
contrast to the sharp recession which followed 
every other upward movement. Moreover, 
business has had to overcome the disturbing 
influence of the N.R.A., A.A.A., and other court 
decisions; the continuous apprehensions as to 
the Treasury deficit; and the effects of a series 
of important legislative enactments, all creat- 
ing difficulties and new uncertainties. On bal- 
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ance, the political developments during the 
period, both here and in the international sit- 
uation, have been unfavorable. 

Hence the improvement may be accepted as 
evidence of the strength of the natural powers 
of recovery, which arise out of the wants of 
everyone and the desire of everyone to do 
business; and also of a better balanced econ- 
omic situation so that these desires can be- 
come effective. The need to replace worn- 
out and obsolete equipment of all kinds, for 
both homes and factories, has been the great- 
est influence in the upswing. It has created 
the demand for automobiles, mechanical house- 
hold equipment of all kinds, farm implements, 
furniture and floor coverings, and similar ar- 
ticles, and finally for new machinery of many 
kinds and new housing. In all these lines sales 
and production figures are the best since 1929 
or 1930, whereas previous upswings were 
chiefly in the non-durable goods industries. 

Of course accumulated demands for goods 
become effective only when purchasing power 
exists; and unless there is an equitable balance 
among costs and prices of the various goods 
and services, and among the other complex 
relationships within the economic system, 
trade is blocked and purchasing power lacking. 
But in this respect also the trade showing is 
a cause for satisfaction. The state of trade is 
the final test which tells whether economic 


relationships are coming into balance or fall- 
ing away from it, and therefore the develop- 
ments since last Fall have evidently been in 


the right direction. The chief improvement 
has been on the side of agriculture. Farmers’ 
returns have increased relative to the cost of 
the things they buy and hence farm purchasing 
power is the highest in four or five years. Farm 
buying last Fall and this year gave the start 
to the industrial improvement. 

This analysis, to be sure, does not cover 
the situation completely, for there is ample 
evidence of a disrupted economic organization 
in the unemployment, and in the huge Govern- 
ment expenditures carried on to make up for 
the purchasing power which is lost through 
unbalanced production and inequitable price 
relations. Likewise there is a question as to 
the stability of the agricultural improvement, 
by reason of its dependence upon overhead 
control and support, and the uncertain Con- 
stitutional status of the A.A.A. However, the 
immediate trade situation is not in danger. The 
emphasis for the time being is upon the in- 
creased farm income this Fall and the rising 
activity of the industries. 


More Replacement and Improvement 
Programs 
Another encouraging feature of the business 
news is the number of replacement and im- 
provement programs reported. There is greater 


activity in projects of this kind than for several 
years past. Machine tool orders in the month 
of July rose to an index of 119.8 (1926=100), 
the highest since 1929, and increase of 31.5 
per cent over June. This rise caps a steady 
increase since February of this year, which 
has continued into the ordinarily dull season. 
Considering that for the year 1932 the index 
averaged only 19.6, this is a striking recovery, 
and the machine tool business is always indica- 
tive of the state of industrial activity and con- 
fidence. Published reports of modernization 
and improvement programs also are more fre- 
quent, topped by the $50,000,000 appropriated 
by the General Motors Corporation for ex- 
penditure over this and next year, and $20,- 
000,000 by the U. S. Steel Corporation for the 
American Sheet and Tin Plate Co., its sub- 
sidiary. 

These developments follow the normal pat- 
tern of recovery. As trade rises and the de- 
mands on the industries increase worn-out 
equipment has to be replaced and it becomes 
profitable to discard obsolete machinery in 
favor of more modern and efficient types. Un- 
questionably the equipment of American in- 
dustry, as a result of five years of subnormal 
replacement, has become obsolete to an un- 
precedented degree. It was estimated by the 
American Machinist, in a survey earlier this 
year, that 65 per cent of the machinery in 
place was more than ten years old, and in all 
lines of industry the machines on the market 
today are from 10 to 50 per cent more efficient 
than those available a decade ago. 

Thus there is endless room for improvement 
in machinery business, and if confidence in the 
economic and political situation and in the 
opportunity for profit is maintained the up- 
swing is certain to gain more ground in that 
quarter. This is doubly heartening, for the 
contribution of the machinery industry. to re- 
covery is two-fold. It gives employment itself, 
directly and indirectly, in an important degree, 
and the economies which improved machines 
make possible enable the industries to pay 
wages which would otherwise make production 
unprofitable and goods too expensive to sell; 
or, alternatively, to sell goods more cheaply 
and sell more of them, and give more employ- 
ment. All the economic progress the world 
has made has resulted from increased effi- 
ciency, improvements in machinery, and re- 
duced costs of production. 


Industrial Activity Gaining 


The machine tool improvement is outstand- 
ing, but nearly all the chief manufacturing 
industries have been making a good record. 
The Federal Reserve Board’s index of manu- 
facturing activity for July (adjusted for sea- 
sonal factors) was up to 86, from 84 in June, 
although due to the drop in coal output the 





index of total industrial production was un- 
changed. The coal situation is a special one, 
as stocks were accumulated throughout the 
Spring, in fear of a strike. Electric power out- 
put, in part an index of industrial activity, is 
the highest on record for this time of year. 

Steel operations have made a further gain 
in August, to around 48 per cent of capacity, 
and this off-season rise is impressive because 
of the variety of industries from which the 
orders are coming. It is too early for steel 
for new automobile models to bulk large, and 
tin plate production, which was heavy in July, 
has dropped somewhat. As takings of heavy 
structural and railway steel are still light, the 
rise is due largely to orders from machinery 
and equipment industries, and is additional 
evidence of the part of those industries in the 
recovery. 

Automobile production has been curtailed 
during August, as producers taper off their 
runs on 1935 cars, preparatory to switching to 
the new models during September. Even so, 
the month’s output has probably approximated 
that of a year ago, and sales reports have con- 
continued favorable. July registrations were 
substantially over seasonal expectations, and a 
good cut was made in dealers’ stocks during 
the month. Factory operations will be light 
during September, to permit stocks to be 
cleaned up, but the new models will be intro- 
duced the first of November, and work on them 


is one of the factors counted on to support 
Fall trade. 


Building figures are good, at least when 


compared with the past three years. First 
half August contract awards ran 53.4 per cent 
above last year, according to the Dodge com- 
pilations. Public works awards made a gain, 
to be added to the previous gains of privately- 
financed construction, and during the Fall 
both groups seem likely to run ahead. The 
improvement in privately-financed building 
this year has been striking, and since the goal 
of recovery is the restoratign of private enter- 
prise and reestablishment of industry on a self- 
supporting basis the figures are decidedly 
heartening. The accompanying chart, based 
on the Dodge figures, shows the recent course 
of publicly and privately financed construc- 
tion contract awards. As in the field of in- 
dustrial equipment, the work of replacing the 
worn-out and obsolete housing of the country, 
and providing for the population increase and 
those who doubled up during the depression, 
is evidently beginning. 

In the textiles wool and rayon business has 
continued satisfactory and the mills busy, and 
a welcome improvement in cotton goods sales 
has occurred. In view of all the uncertainties 
as to cotton and cotton goods values, this im- 
provement is evidently due to needs for cloth 
which can no longer be deferred. All indica- 
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tions are that stocks of cottons in distributors’ 
hands are light, and the seasonal buying move- 
ment is still ahead. Raw silk has had a pro- 
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nounced price rise, which has been effective in 
stimulating goods sales. 


Difficulties of the Cotton Mills 


The cotton industry has been the chief lag- 
gard among the major manufacturing indus- 
tries all of this year, and the increase in its 
orders was badly wanted. The difficulties of the 
cotton mills are long-standing, but they have 
been aggravated by the cost increases put on 
them through the A.A.A. cotton program, the 
processing tax, and the higher wages and re- 
duced hours granted under the N.R.A. and 
still effective. These added costs, and the 
price advances resulting, have caused the in- 
dustry to lose business to its competitors ; and 
although it resorts to shutdowns rather than 
reduce wages, increase hours, or accept busi- 
ness at the prices offered, this policy obviously 
provides no lasting solution of the troubles 
either of the mills or the employes who want 
work. 

The unions undertook to settle the work- 
ers’ troubles last Fall by striking for a 30- 
hour week, on the theory that the available 
work would thus be divided and everyone have 
jobs, and they made an effort to call 400,000 or 
500,000 workers out on that appeal. The fu- 
tility of the demand is now shown by a report 
of the Federal Trade Commission, issued in 
accordance with the terms by which the strike 
was settled, and made public in the past month. 
This report shows that all divisions of the 
cotton textile industry operated at a loss dur- 
ing the last six months of 1934, which means 
that the mills were forced to sell goods with- 
out recovering even the labor costs they were 
then paying, and the situation has been the 
same this year. Moreover, the reports show 
that in three out of the four half-year periods 
in 1933 and 1934 a decrease of 25 per cent in 
hours worked, at unchanged weekly wages, 
would have wiped out all that the mills earned 
and considerably more besides, or would have 
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resulted in a further increase of prices averag- 
ing about 8 per cent. Under such conditions, 
how long would the mills be able to operate 
and give any employment at all? This is perti- 
nent to the recurrent 30-hour week demand in 
all the industries. 

Another report on conditions in the indus- 
try has been made by a committee consisting 
of the Secretaries of Commerce, State, Agricul- 
ture and Labor. It puts great stress upon both 
excess capacity and obsolescence, which obvi- 
ously implies that the excess capacity is ob- 
solete and too costly to operate. However, the 
remedy suggested is, first, limitation on ma- 
chine hours, and, second, to retire the ineffi- 
cient units by making the efficient pay part of 
the cost. In short, the proposal is to add to 
the burden of cost, despite the evidence al- 
ready given that for twelve months past the 
mills have been unable to recover the costs 
they are now forced to bear. The history of 
the industry since the beginning of the N.R.A. 
affords a conclusive demonstration that cost 
increases do not provide the way back to pros- 
perity, and the principle applies to all indus- 
— The Agricultural Situation 

Crop reports have been spotted during the 
month. The feature of the August 1 Govern- 
ment report was the drop in the wheat esti- 
mate to 608,000,000 bushels, a reduction of 
123,000,000 in one month due to rust damage 
in Spring wheat and the unexpectedly low 
threshing outturn of the Winter crop. This is 
a complete reversal of the early indications as 
to the wheat situation this year, for instead 
of a crop substantially above requirements it 
is somewhat below; and since the quality is 
poor, imports of milling wheat will be needed 
on a considerable scale. Thus the markets 
seem certain to hold their premium over the 
world price, and the world markets also are 
strengthening, due to rust damage in Canada 
and the drouth at planting time over about 
half the Argentine wheat area. Recognizing 
that domestic wheat reserves will be reduced 
to a close margin this year, the A.A.A. will 
permit its contract farmers to plant 95 per cent 
of the base acreage for next season instead of 
85 as previously announced. 

The corn estimate was raised by 227,000,000 
bushels on August 1, but the crop has suffered 
somewhat from dry weather during the month. 
However, the supply will be ample, due to the 
smaller numbers of livestock to be fed. The 
hay crop is large, and pastures good. The im- 
provement in feed conditions is perhaps the 
chief factor in the better feeling throughout 
the farm States; it will permit livestock raisers 
to reestablish their herds and flocks, and helps 
feeders, dairymen and poultrymen by restor- 
ing profitable relations between prices of feeds 
and prices of their products. 
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Hog numbers, now at the lowest point in 
fifty years, are certain to expand over the next 
two years. However, the supply for slaughter 
will be subnormal until at least next Spring, 
and prices rose again in August. The limiting 
factor to the advance is the inability of con- 
sumers to pay the resulting prices of pork 
and lard; also a seasonal decline is usual 
toward the end of the year, on the movement 
of the Spring pig crop to slaughter. 

The trend in beef cattle production will be 
upward during the next few years, although 
any increase this year will probably be negli- 
gible, for it takes time to raise calves. Flocks 
of poultry are being restored, and egg and 
milk production are both ahead of last year 
despite reduced numbers of hens and dairy 
cows, for the better feed supply increases the 
output. With good prices for these products, 
they will make one of the principal contribu- 
tions to the indicated increase of 10 to 12% 
per cent in the farmers’ cash income this year, 
and thus to the good Fall trade outlook. 


The New Cotton Program 


The cotton crop’ seems to be turning out 
larger than the trade expected, in view of the 
wet start; and the prospect for a yield of 
around 12,000,000 bales, which would be 700,- 
000 above the world consumption of American 
cotton last season, is one of the factors which 
made the Government cotton program a major 
political issue at the close of Congress. The 
plan finally adopted provides for a loan of 10 
cents a pound to the grower, if he wishes to 
hold his cotton. Also, if the grower sells his 
cotton at less than 12 cents the Government 
will make up the difference by a subsidy pay- 
ment, which will be additional to the rentals 
and benefits already being paid under the 
A.A.A. program. The growers receiving the 
bounty must contract to reduce their acreage 
next season. 

This complex arrangement is the natural 
outcome of an attempt to reconcile the con- 
flicting interests and views which demand a 
voice when governmental control is substi- 
tuted for the economic law inthe markets. 
Secretary Wallace and the A.A.A. officials 
opposed extension of the 12-cent loan made on 
the last crop, for the loan held the price above 
what foreign consumers would pay and what 
foreign producers would sell their cotton for, 
and accordingly led to the substitution of 
foreign for American cotton abroad to the 
extent of over 2,000,000 bales. The drop in the 
loan to 10 cents is equivalent to dropping the 
minimum price, and should help accordingly. 
On the other hand, the “parity price” of cot- 
ton, according to the A.A.A. formula, is be- 
tween 15 and 16 cents, and the pressure of the 
Southern Congressmen is to obtain a price 
nearer that level; hence the subsidy. 


A defence is offered for the subsidy on the 
ground that it is accompanied by restriction 
of acreage and therefore will not have the 
effect of increasing the crop, which has de- 
feated other schemes of the kind. However, 
the real issue concerns the relations of one 
group of the population, in this case the cotton 
growers, to all other groups. The pressure of 
many groups, in the industries as well as in 
agriculture, is for policies that will restrict 
production and increase prices. They claim 
to be wanting higher prices in order to offset 
their rising living costs, or to restore some 
past or desired “parity.” The effect is and 
must be to establish a general state of scarcity 
instead of abundance, in all the things wanted 
for human comfort and welfare. Moreover, if 
one group receives a subsidy it is certain that 
other groups will demand it, and how is it pos- 
sible for all groups to live off each other on a 
basis of restricted production and reciprocal 
bounties? 


Money and Banking 





The rapid expansion of bank reserves, which 
has been the feature of the money situation 
for over a year, was resumed during August, 
following a period of pause during July. Actual 
reserves of the member banks increased by 
nearly $250,000,000 in the four weeks ended 
August 28 to a new peak of $5,346,000,000. Ex- 
cess reserves likewise increased substantially 
during the period, and both for all member 
banks and for New York City banks alone at- 
tained levels higher than ever before. In the 
former case, the amount of the surplus over 
legal requirements reached $2,780,000,000, and 
in the latter $1,262,000,000. Thus the under- 
lying basis for cheap money has not changed. 

The principal factor in the gain of reserves 
during August was the disbursement of funds 
by the Government out of balances in the 
Treasury and at the Reserve Banks. A smaller 
factor in the rise of excess reserves was the 
change in reserve requirements under the new 
Bank Act, permitting banks to deduct full 
amounts “due from banks” from gross de- 
posits in figuring requirements. This more 
than offset the effect of the new requirement 
for banks to hold reserves against Government 
deposits. 


Gold imports continued on a much reduced 
scale during the month, as was the case during 
July, the total net excess of imports over ex- 
ports for the first 29 days of August amounting 
to $40,000,000. While this was an increase of 
$24,000,000 over the total imported in July, 
it was much below the monthly average of 
$134,000,000 received during the first half of 
the year. Most of the gold imported during 
August was purchased in Holland during the 
currency crisis in July, and no additional pur- 
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chases of gold in Europe have been reported 
since. 

Money in circulation increased by $54,000,- 
000 during the four weeks ended the 28th, in 
line with the seasonal tendency, and on the 
latter date was $228,000,000 greater thar on 
the corresponding date a year ago. 

It had been supposed that the seasonal ex- 
pansion of currency, together with the reduced 
rate of gold importing, would prevent much, 
if any, rise in bank reserves during the month. 
The Treasury disbursements, however, upset 
calculations. Just how much more of a factor 
in the situation Treasury disbursements are 
likely to be is uncertain, owing to lack of in- 
formation as to how much “free” gold the 
Treasury has over and above the Stabilization 
Fund and against which it can issue gold cer- 
tificates with which to replenish its balances at 
the Reserve Banks. On August 28 these bal- 
ances amounted to $49,000,000, which is not 
much in excess of the normal working amount. 
Of course, the Treasury can also replenish 
these balances by calling funds from deposi- 
tory banks, but to do so would reduce member 
bank reserves. 


Money Rates and Demand for Credit 


With member bank excess reserves at new 
high levels, money rates in general continued 
unchanged at the low levels prevailing now for 
a long period. Yields on short-term Treasury 
bills, however, which had declined practically 
to the vanishing point, showed a tendency 
to rise, apparently in sympathy with the read- 
justment taking place during the month in 
the yields on Treasury medium and long-term 
issues. Following are the average rates at 
which the regular weekly offerings of 273-day 
Treasury bills were discounted during the 
month: 


Bills dated August 7 

Bills dated August 14 

Bills dated August 21 F 
Bills dated August 28...........cccccsssssee 0.127 


Despite the increasing activity of business, 
demand for commercial credit has shown no 


noticeable tendency to improve. Though the 
item “other loans” in the bank statement, gen- 
erally considered roughly indicative of com- 
mercial borrowing, increased during the month, 
it is by no means clear that this was a reflec- 
tion of genuine commercial demand. During 
recent months some borrowing from banks has 
been done to retire high cost bond issues, and 
loans of this character would fall in the “other 
loans” classification. 

A noteworthy feature of the bank statement 
is the continued low level of loans on securi- 
ties, despite the marked rise in stock prices. 
These loans reached the low point of the de- 
pression during July, and have had practically 
no recovery since then. On August 21 the 
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total was $291,000,000 less than on the corre- 
sponding date a year ago. 

Net demand deposits continue to advance, 
and on August 21 were nearly 3 billions higher 
than a year ago. 

Bond Market Softens 

The high grade bond market had a sharp set- 
back during the past month, following a long 
period of firm to advancing prices. The move- 
ment affected virtually all classes of obliga- 
tions. In the U. S. Government list, active 
long-term issues lost on.an average 1Zpoints, 
while long-term Treasury notes were down 
about a point. Treasury long-term 2%s, an 
issue of which was sold early in the month 
under competitive bidding at an average price 
of 101 18/32, dropped down to 99%. 

Late in the month an issue of $100,000,000 
Federal Farm Mortgage Government guaran- 
teed 4-year 1% per cent bonds, offered for com- 
petitive bidding, failed by $15,000,000 to be 
fully taken by investors. The average price 
secured for the $85,000,000 was 99, and after 
the awards were made this issue sold on the 
outside market as high as 995%. 

Of various possible explanations of the re- 
action, probably the simplest and most reason- 
able is that the advance stimulated by cheap 
money had been too rapid. During recent 
months high grade bonds have sold at the high- 
est levels since long before the war. This was 
rather strikingly brought to the attention of 
investors by the appearance of several long- 
term corporate refunding issues carrying 3% 
and 4 per cent coupons, not all of which ob- 
tained a satisfactory distribution. With prices 
ranging in the highest area in many years the 
market has been more sensitive to bearish in- 
fluences, such as the continued Treasury defi- 
cit, the impending maturity of $1,250,000,000 
called Liberty 4%4s on October 15, and the dis- 
turbed political situation in Europe; also the 
increased activity of business had led many 
bank holders of securities to anticipate a 
greater demand for money and consequent 
firming of interest rates. Thus, with a selling 
movement once started it was easily carried 
along by investors anxious to cash in on their 
profits. 

The reaction in the bond market has been 
unaccompanied by other evidence of change 
in the basic money situation. We have already 
referred to the rise of bank reserves during the 
past month to new high levels in spite of in- 
creased business and a larger demand for cur- 
rency. With excess reserves standing at $2,- 
780,000,000, it is clear that the quantity of 
funds available both for business expansion 
and investment is still enormous. 


The Situation in Silver 


In commenting in the May issue of this 
Letter upon the silver purchase program of 





the United States Government and the sharp 
uprush of silver prices resulting therefrom, we 
said in part: 

The real question is, what will happen as prices of 
silver approach the top? When there is no longer 
any incentive to hold for a rise, speculators may want 
to take profits. In that case, only the United States 
Treasury will stand between the market and collapse. 
No other government is interested in bimetallism, or 
in bidding up the price of silver, hence with no sup- 
port for the market elsewhere this country may find 
itself in the position of having to take over at top 


prices whatever stocks of silver have accumulated 
on the rise... 


The events of the past two months have 
brought swift confirmation of the soundness 
of the foregoing observations. Although the 
price of silver is still far short of $1.29 an 
ounce, named as one of the objectives of the 
Silver Purchase Act, already the situation pre- 
dicted above has come about. For several 
months, United States buying has been mainly 
instrumental in keeping the price pegged in 
London, and on two occasions—once early in 
July and more recently during the past month 
—only heavy buying by the United States 
Treasury has saved the market from utter 
demoralization. 

The reason for the heaviness of silver prices 
has been a weakening of speculative confidence 
caused by the failure of the Treasury to push 
forward on its purchase program as rapidly as 
had been anticipated. This program, it will be 
remembered, calls for the accumulation of 
silver until the monetary value of total silver 
stocks equals 25 per cent of total gold and 
silver stocks combined, or until the open mar- 
ket price of silver reaches $1.29 an ounce. 
With this law on the books, speculation in 
silver looked like easy money. Apparently, all 
that speculators around the world had to do 
was to buy silver, hold it for $1.29 an ounce, 
or thereabouts, and then dump it on the United 
States Treasury. So long as the Treasury con- 
tinued to bid actively for the metal, specula- 
tors tended to hang on, hoping for the highest 
prices. The market was kept bare of supplies, 
and prices advanced easily on small volume. 


The Break in Prices 

Bull speculation in silver reached a climax 
during March and April of this year when the 
world price jumped from 54 to 81 cents, and 
the Treasury increased its buying rate for 
domestic production, by two successive stages, 
from 64.64 cents to 77.57 cents. When the 
Treasury, however, failed to follow up the 
market advance with further increases in the 
domestic buying price, the market broke 
sharply to around 73 cents. With speculative 
confidence in the Treasury’s intentions shaken 
(it will be recalled that the Silver Purchase 
Act gives the Treasury discretion as to the 
time and rapidity of its purchases), the artifi- 
cial character of the market was fully revealed. 
Recognizing silver to be absurdly overvalued 
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by all normal standards, buyers naturally held 
off, while speculators began to get nervous 
about profits. Thus prices continued to sag, 
gradually weakening the speculative position, 
until early in July a crisis occurred, necessi- 
tating heavy purchases by the United States 
to avert complete collapse. Within a few days 
the Treasury is estimated to have purchased 
in the London market an amount of silver vari- 
ously estimated from 35,000,000 to 50,000,000 
ounces. During the entire year 1934 the total 
production for the United States was about 
26,500,000 ounces. 

This evidence of willingness on the part of 
the Treasury to support the market reestab- 
lished confidence for a time. The price rallied 
momentarily, only to give way around the 
middle of August under a new deluge of sell- 
ing in London which carried it down from 
around 6734 cents, where it had held for 
about a month, to 65% cents. This was in 
spite of heavy Treasury buying orders, offi- 
cially stated to have exceeded 25,500,000 
ounces on one day alone. On August 20, diffi- 
culties were reported in the Bombay silver 
market, causing suspension of trading, with 
unsettling repercussions in other Indian mar- 
kets. 

It may be mentioned in passing that the 
brokerage commissions on silver bought by 
the Treasury go largely to foreign firms, the 


50 per cent tax levied by the Silver Purchase 
Act on profits in silver trading having destroy- 
ed a flourishing silver market in this country 
and driven the business abroad. An attempt 
made in the session of Congress just closed to 
attach a “rider” to the tax bill removing this 
silver tax was unsuccessful. 


Dependence of Market on U.S. Treasury 


The conditions described above illustrate the 
dependence of the silver market at present 
levels upon the United States Treasury, and 
suggests what is likely to happen when the 
American buying ceases, as it must do some 
day. It is true that this may not be for some 
time, inasmuch as the Treasury is still a long 
way from completion of the program laid down 
by Congress for building up silver stocks to a 
ratio of 1 to 3 with gold. At the time of the 
passage of the Silver Purchase Act it was esti- 
mated that the terms of the Act would call for 
the purchase of approximately 1,300,000,000 
ounces of silver, of which 421,497,000 ounces 
had been acquired up to May 31 of this year, 
according to a recent statement by Secretary 
Morgenthau. However, while these 421,497,000 
ounces of silver were being acquired, the Trea- 
sury also bought, largely as a result of gold 
imports, approximately $1,150,000,000 worth of 
gold, which, at the 1 to 3 ratio, meant stepping 
up the amount of silver to be bought by some 


300,000,000 ounces. Thus, despite the nationali- 
zation of domestic stocks and a campaign of 
buying which has extended around the world, 
caused serious disturbances in the Far East, 
precipitated currency complications of a less 
acute character in many other silver-using 
countries, and raised the price of silver from 48 
to 81 cents at the peak, the Treasury up to the 
end of May had made hardly any progress in 
fulfilling the requirements of the law and still 
had something like 1,180,000,000 ounces to buy. 
Since then the Treasury has bought heavily 
of silver, as noted above, but hardly enough 
to make much of a dent in the huge require- 
ments. Of course, purchases at the rate of 
25,500,000 ounces daily would soon fill the 
quota, but such purchases could not be con- 
tinued for long—at least at present prices—as 
they would soon clean up the floating supplies 
of silver which even at the peak of the recent 
speculative rise probably were not greatly in 
excess of 200,000,000 ounces. Were prices, 
however, to be driven up to $1.29 an ounce, 
there is no telling how much silver the Treas- 
ury might find itself called upon to absorb, as 
a price that high would act as a powerful 
magnet for the metal all over the world, in- 
cluding the vast private hoards in India. 


Ultimate Consequences to Silver of 
Buying Program 

The deeper the Government gets into its 
silver experiment the clearer it becomes that 
it has the bear by the tail and dare not let go. 
Having got silver prices up to levels shutting 
off the natural demand it has to keep on buy- 
ing to hold them there. In continuing this 
buying it has two alternatives. It can adopt 
a moderate policy of not forcing the price, 
merely taking what silver is offered, in which 
case it can probably support the market for 
some time to come. Or it can raise the price 
rapidly towards $1.29 an ounce, and run the 
risk of being swamped by silver from the Far 
East. In either case, however, the end of the 
buying program must come eventually as the 
United States cannot go on indefinitely dilut- 
ing its reserves with silver and expect to re- 
main on the gold standard. And when the 
United States stops buying a heavy price de- 
cline seems unavoidable. There is no reason to 
suppose that any other government will take 
on the job of bolstering up the market. 

It seems clear that for more than a year this 
country has been following a policy that is 
destroying the natural markets for silver. By 
raising the price and sucking in supplies from 
all corners of the globe, it has encouraged the 
use of other metals in coinage and in the arts, 
driven country after country from the use of 
silver money to paper, and inflicted the severest 
punishment upon the one great country still 
loyal to silver as a standard money—China. 
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Thus it may turn out in the end that when the 
U. S. Treasury support is withdrawn from the 
market, and silver once more seeks its natural 
level, the uses of silver may be more restricted 
than ever. Then one more failure will be 
chalked up in the long list of failures of 
schemes which mankind is perpetually attempt- 
ing for artifically raising prices. 

It has been claimed that the purpose of the 
silver program is to raise and stabilize the 
price. Actually, no stability has been attained. 
On the contrary, a highly artificial situation 
has been created which sooner or later prob- 
ably will have to be liquidated. 


Chinese Economic Conditions 
Growing Worse 


We have referred above, and at greater 
length in previous issues of this Letter, to the 
manner in which China’s economic difficul- 
ties have been aggrevated by our silver policy. 
These difficulties have not grown less in re- 
cent months; on the contrary, they have grown 
more acute. Not only does the high price of 
silver impede the sale of Chinese goods abroad 
(thus, incidentally, impairing China’s ability 
to buy from the rest of the world, including 
the United States), but it continues to invite 
smuggling by which the monetary reserves of 
the country are being subjected to a steady 
drain despite the embargo on silver exports. 
During the first six months of this year Japan 
alone exported silver bullion to the value of 77 
million yen (approximately $23,000,000 U. S. 
currency), most of which undoubtedly came 
out of China, by way of Manchukuo, Korea, 
and Formosa. 

With a constant drain upon its circulating 
medium, China is in the position of an individ- 
ual being gradually deprived of life blood. 
Money is tight and trade is being stifled. As 
the public is becoming more and more uneasy 
over the disappearance of hard money, runs 
on the banks are increasing and bank failures 
are a more frequent occurrence. Although, 
thus far, no general suspension of convertibility 
of bank notes has taken place, at least in the 
areas under the immediate sway of Nanking, 
actually it is becoming increasingly difficult 
to convert more than moderate amounts of 
currency into silver. In the interior of China, 
silver coins have practically disappeared from 
circulation, being either hoarded or smuggled 
out, and the country is thus back on a copper 
basis or reduced to barter. 

Until recently the interior of the country 
has been relatively immune from the economic 
crisis that has affected Shanghai and the 
coastal cities, as these sections are largely agri- 
cultural and comparatively primitive in their 
economic development. During the first half 
of this year trade in the interior was fairly 
good, owing to a favorable demand for raw 


material products for export. Of late, how- 
ever, the financial stringency in Shanghai and 
Tientsin has had a prejudical effect upon this 
business. Banks in Hankow, for instance, 
which would normally draw on Shanghai for 
cash with which to finance exports of wood 
oil and other important products, find their 
operations severely restricted because of the 
impossibility of getting shipments of silver 
dollars from Shanghai in adequate quantities. 

In view of the claims that increasing the 
price of silver would raise the purchasing 
power of China and so lead to a larger volume 
of international trade, it is of interest to note 
that the total value of China’s foreign trade for 
the first five months of this year was 4 per cent 
less than in the corresponding period of 1934, 
following a drop of 22 per cent between 1933 
and 1934, for the same five months. On the 
side of imports, largest losses in 1935 were in 
raw cotton, $29,093,370; candles, soaps, oils, 
etc., $22,114,799; tobacco, $12,697,689; and 
metal manufactures, $11,677,390; (figures 
quoted in Chinese dollars worth approximately 
37 cents U. S. money at current exchange 
rates). 

In commenting on the direction of trade, 
“Finance & Commerce” of Shanghai, points 
out in its July 3rd issue that while the United 
States still heads the list of China’s suppliers, 
the imports received from America are falling 
rapidly, and those from Japan are increasing. 

There have been all kinds of expedients dis- 
cussed in Shanghai and elsewhere in China 
for dealing with the currency situation, but 
none of them has acquired any following 
among informed people and the general ten- 
dency appears to be to settle down in despair 
pending some reversal of the American silver 
policy. 

The question may be asked, “Why does not 
the Chinese Government call in all the silver 
it can get its hands on, nationalize it and use 
it as the basis of some kind of an exchange 
standard, as various western nations, the 
United States among them, have done with 
gold?” The answer is that China in its present 
state of economic development is ill-suited to 
an inconvertible currency. The people are ac- 
customed only to a limited extent to the use 
of paper money, and any attempt to intro- 
duce a non-metallic standard would provoke 
widespread and serious unrest, in the opinion 
of those familiar with Chinese conditions. 
Moreover, the country lacks the national unity 
essential to general acceptance of a uniform 
paper money. Experimentation with incon- 
vertible currency is always dangerous, and 
would be particularly so in China where politi- 
cal conditions are so unsettled. 

We do not wish to convey the impression 
that China’s difficulties are due wholly to the 
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American silver policy. There took place in 
China, particularly in Shanghai, during the 
period of declining silver prices a real estate 
boom and an expansion of industrial activity 
which was overdone and which probably would 
have had to be corrected anyhow. Even be- 
fore the inauguration of the American program, 
China’s balance of payments had become un- 
favorable and gold and silver—principally gold 
—was showing a tendency to flow out of the 
country. The American policy, however, has 
added greatly to the severity of the crisis, and 
has made it vastly more difficult for China to 
find some way of adjusting herself to the sit- 
uation. 


Silver Program a Handicap to Exchange 
Stabilization 


Aside from its injurious effects in China, and 
the annoyances caused in other silver using 
countries where subsidiary silver coinage has 
had to be withdrawn from circulation, the 
United States’ program has been disturbing in 
its influence on sterling exchange. The heavy 
purchases of silver by the U. S. Treasury in 
London have necessitated the accumulation 
of large amounts of sterling, which has been 
largely instrumental in driving up the price to 
around $5.00. Thus sterling has been given an 
artificial strength. 

All of this tends to increase the confusion 
in the exchange markets and delay the stabili- 
zation so urgently needed for a restoration 
of world trade. There is no doubt that our 
silver policy constitutes a stumbling block in 
the path of any agreement over currencies. 


Wealth and Its Distribution 


Under this heading last month we gave a 
discussion with the closing intimation that it 
might be continued. It is a large subject but 
some of our readers appear to think that every 
phase of it should be covered at once, although 
that would require volumes. It has special in- 
terest at this time on account of the new and 
discriminatory taxation now enacted against 
large enterprises under one management, re- 
gardless of how the stock ownership is distrib- 
uted, and the further deliberate purpose to 
break up large estate holdings. 

Apparently many people regard these pur- 
poses approvingly or with indifference, on the 
simple theory that the rich have more than 
they need or ought to have, and that the poor 
of course will be benefited. Such opinion seems 
to have been formed with little understanding 
of the part played in the business of the coun- 
try by the capital which by the choice of many 
owners is consolidated in large corporations, 
or by the large capital holdings of individuals. 
They indicate little comprehension of the ef- 
fects upon employment, upon property values 





and upon all business, which must result from 
such a policy, if maintained. 

The bill was opposed in both houses by 
vigorous minorities but carried by large ma- 
jorities. The key note of the opposition was 
sounded by Senator Gerry of Rhode Island, 
when he broke away from his party and voted 
against the bill, giving his reason. He said that 
the bill was not a revenue measure and that 
he could not defend it as such. On its face it 
purported to be a revenue measure, and if not 
that it is an unconstitutional exercise of power. 
The advocates of the bill openly avowed that it 
had other and more important purposes, but 
Senator Gerry evidently did not approve of 
the other purposes. 

The bill is based upon the principles of Karl 
Marx and the “Communist Manifesto”, a pro- 
clamation drafted by Karl Marx and Friedrick 
Engels and adopted by a group of inter- 
national radicals in London in 1848, and 
which has been the bible of Communism to 
this day. It was issued as a declaration of 
war upon so-called capitalism, or the existing 
free economic system. The chief doctrines 
of the Manifesto are that what the rich have 
they have taken from the poor, and that 
a natural and irrepressible class conflict exists 
between the “proletariat” and the owners of 
property. These doctrines inculcate class 
hatred and incite unceasing warfare against 
the private ownership of productive property. 
The wage system, instead of being recognized 
as a free contract system, serviceable as a 
means of cooperation in production, is de- 
nounced as a system of slavery. 


The Essence of Communism 

We do not say that the new system of dis- 
criminatory taxation goes to any such length 
in this measure as the Communist doctrines 
propose, but it adopts the principle and makes 
a long start toward establishing it in practice. 
It accepts the theory that the private fortunes 
are unearned, that equivalent values have not 
been given for them, that they have been ac- 
quired by exploiting the weak and helpless 
members of society, and that poverty exists 
for this reason. Let there be no mistake about 
the issue: if this theory is true, the new tax 
legislation is justified. On the other hand, if 
it is untrue, and these fortunes are only inci- 
dental to much larger benefits conferred upon 
the public by the fortune-makers, then the tax 
legislation, like the Communist Manifesto, is 
based upon egregious fallacies, and if put into 
effect will do-vastly more injury to the public 
than to the owners of private fortunes, even 
though the latter are obliterated. The adop- 
tion of the principle is a menace to all of the 
institutions of the society we know, for it 
threatens the system of social relations by 
which all the progress of the past has been 
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achieved, and by which the wage-working mil- 
lions have been accustomed to obtain employ- 
ment. It is a proposal to destroy the highly 
developed, essentially cooperative, system by 
which all wants have been supplied, trusting 
to a theory that a better one can be developed 
before too many people have died of starvation, 
waiting. 

That there may be no mistake about the 
purpose of Communism we quote the two 
closing paragraphs of the Communist Mani- 
festo as adopted in London in 1848: 

The Communists disdain to conceal their views and 
aims. They openly declare that their ends can be 
attained only by the forcible overthrow of all existing 
social conditions. Let the ruling classes tremble at a 
Communistic revolution. The proletarians have noth- 
ing to lose but their chains. They have a world to 
Working men of all countries, unite! 

Marx and Engels were monomaniacs on the 
subject of the class war and they believed that 
the interests of employers and employed were 
so fundamentally opposed that mutually ad- 
vantageous relations between them were 
impossible. 

They were convinced that “control of the 
instruments of production” by employers made 
the wage-earners helpless in their power, and 
that even at that time the consolidation of 
capital in few hands was preceding so surely 
and rapidly that the entire “proletariat”, as 
they called the wage-working class, was bound 
to “sink lower and lower” in misery, unless 
it rebelled. 

The first and most obvious comment upon 
this theory is that although it was thus form- 
ally stated nearly 100 years ago, the “prole- 
tariat,” instead of sinking “lower and lower,” 
as predicted, has steadily and vastly gained in 
status, especially in the countries where the 
modern methods of “capitalistic” production 
have had the greatest development. The proof 
of this is overwhelming, but neither logic nor 
facts have influence upon minds that are dom- 
inated by emotion. A large proportion of the 
people believe what they like to believe, be- 
cause it excites their emotions and they like 
the sensations. 

Henry Ford and the Automobile Industry 

Last month’s article in these columns was 
written about and around the career of Mr. 
Henry Ford and an interview with him which 
had been published in the New York Times 
Magazine of July 7 last. It was intended to 
shift the discussion from the theoretical to the 
concrete, from a comparison of general condi- 
tions 100 years ago and now, to a showing of 
how such fortunes as that of the Ford family 
have been created and are employed. 

There are people who think of wealth as 
something owned by somebody who probably 
ought not to have it, without a thought as to 
how the wealth is employed or who is bene- 


fited by the employment. There are others 
who appreciate what the automobile has done 
for America: of the way it has spread popula- 
tion out of the cities into the suburbs, of the 
choice of residence it allows to the workman, 
of the boon it is to the farmer with the paved 
roads, the quick trip to the village, the movie 
in the evening, and the trip to Florida or Cali- 
fornia between seasons—and of what it has 
done for the healthful recreation and social 
education of both city and country dweller. 


Moreover, the passenger car is only a part 
of the automotive story. The truck is a means 
of transportation of great convenience and 
value, and the farm tractor has led to a com- 
plete line of new farm implements, whereby 
one man may do as much work as two did 
with the horse-drawn machinery of thirty 
years ago, thereby permanently lowering the 
labor cost of all farm products to the con- 
suming millions. 


Not all farm production is by these methods 
at present, but the tendency is obvious and the 
ultimate results can be foreseen. They mean 
sweeping and beneficial changes in the meth- 
ods of supplying common necessaries. Al- 
ready the improvement in farm implements 
since the Communist Manifesto was adopted 
has resulted in a reduction of the farm popu- 
lation of this country from approximately 75 
per cent of the total population to about 25 
per cent, thus having the double effect of re- 
leasing labor for the production of other goods 
and services and of protecting the working 
masses against the rise in the cost of living 
which must have resulted from the increasing 
population if there had been no improvement 
in the methods of production. 


The Marxian theory is that under the wage- 
system the workers are slaves, unable to 
bargain or choose, that all benefits of machine 
production must go to the employers, the 
workers obtaining only a bare subsistence to 
keep them alive. Could there be a more com- 
plete refutation of any theory than is given to 
this by the history of the automobile industry? 
Henry Ford began as a member of the “pro- 
letariat,” as they call it, and so did his rivals. 
They struggled with each other for the favor 
of the public, learned from each other, em- 
ployed fellow workmen, bargained for capital, 
bought materials in the open markets, in- 
creased sales, increased wages to attract work- 
men from other industries, improved their 
methods, employed engineers and scientists to 
improve the materials, and by their combined, 
although competitive, efforts to improve the 
products and reduce both costs and prices, 
they achieved the combined result of selling 
motor cars by the million to the very wage- 
earners whom the Communist Manifesto calls the 
“proletariat”. 
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The Accessory Industries 


All of this was not accomplished by the 
makers of finished cars. Accessory industries 
have played an important part and should be 
mentioned. The term “accessory industries” 
usually is applied to the industries producing 
parts, which may be used either as integral 
parts of all cars or as parts commonly attached 
but priced separately. Also the basic indus- 
tries have certain accessory relations to all 
the industries by supplying necessary mate- 
rials or services. Thus all industries are de- 
pendent upon transportation service, and im- 
provements in railroad services aid them all 
and eventually reduce all costs, as illustrated 
above by improvements in agricultural pro- 
duction. 


The automobile industry draws upon all of 
the other industries, either directly or indi- 
rectly, for its own consumption or for labor 
or goods supplied to its workmen, and the 
prices of the latter affect the value of wages. 
In short, the economic system is interdepend- 
ent, and fundamentally cooperative, for all of 
the industrial groups are supplying each other. 


We have mentioned that the automotive in- 
dustries were fortunate in following Andrew 
Carnegie and his aids and rivals in the devel- 
opment of the steel industry. We have told 
the story of the Victoria bridge over the St. 
Lawrence river near Montreal, built in the 
eighteen fifties, and famed in its time as one 
of the most notable engineering achievements 
of the world, but it is worth repeating in this 
connection. Built of wrought iron, the Vic- 
toria bridge was 16 feet wide, carried a single 
railroad track, and had a load capacity of one 
ton to the linear foot. In 1898 the superstruc- 
ture was taken down, the foundations enlarged, 
and a new superstructure erected of Bessemer 
steel. This bridge, in use today, is 67 feet wide, 
carries two railroad tracks, an electric car line, 
a wagon way, and has a load capacity of five 
tons per linear foot. The original superstruc- 
ture cost $3,000,000 and the new one $1,500,000! 
These figures were given out at the dedication 
of the second bridge. The wages paid for the 
work done on the second bridge were approxi- 
mately double those paid for the work done 
on the first bridge, and it was by the reduction 
of costs and prices upon the steel made for all 
the needs of industry that the Carnegie for- 
tune and other steel fortunes were accumu- 
lated. Moreover, these fortunes had to be 
accumulated in the steel industry for the same 
reason that the Ford fortune had to be ac- 
cumulated in the automobile industry, to-wit: 
in order that the increasing demand for the 
products, resulting from the price reductions, 
could be supplied. 


The Tire Industry 

But the steel industry is not the only one 
that has contributed largely to the cheapening 
of automotive products. The rubber industry 
may be mentioned. The cost of operating a 
car is a matter of some importance. The fol- 
lowing table gives comparative tire figures 
for 1913 and 1935, from the Firestone Tire & 
Rubber Company: 1988 1918 
Consumer’s price for a tire for a 

Ford car. Size: 30x3%4 $22.80 
Mileage from this tire 21,000 m. 3,500 m, 
Cost per mile per tire 

Size: 6.00x16 $.00057 $.0065 

In the old days tires were guaranteed for 
3,500 miles, hence this figure is used in com- 
puting the cost per mile at that time. The 
21,000 miles used to compute the present cost 
per mile is the result of a survey recently 
made, in which the mileage varied from 10,000 
to 40,000 miles. 

Also of interest is the fact that the 30x 3% 
tire used in 1913 weighed approximately 13 
Ibs. and the 6.00 x 16 used today weighs ap- 
proximately 22 lbs. In 1913 the price of rubber 
was over 80 cents per pound, while the average 
price this year to the middle of August is ap- 
proximately 12 cents. The reduction in the 
price of rubber was accomplished by the scien- 
tific propagation of rubber-producing trees, 
creating new sources of supply. Cotton in 
both years was approximately 12 cents per Ib. 
Average hourly wage of all wage-workers in 
the Firestone tire factories in 1913 was ap- 
proximately 30 cents; in 1935, 92 cents; other 
tire factories about the same; cost of living 
July, 1935, up 33.2 per cent over 1913. Average 
net earnings of the six leading tire com- 
panies in 1934 equaled 2.74 per cent on the 
aggregate sales, which were $475,000,000. 


The Electrical Industry 

Mentioning Ford and Firestone reminds us 
of Edison and the electrical industry. The lat- 
ter is only a little older than the automobile 
industry, so nearly contemporary that Edison, 
Ford and Firestone were cronies. The first 
central station for the generation and sale of 
electric current for light and power, in all the 
world, was installed by the Edison Company 
in New York City in 1882, and now the 
electrical industry is one of the leading in- 
dustries in the direct and indirect employment 
of labor. It has figured largely in the news- 
papers of late, but with littie mention of the 
fact that since 1913 the average charge-rate 
for electric current in the United States, for 
household usé, has fallen approximately 30 per 
cent, while the average of all wage-rates in 
the industry have advanced approximately 157 
per cent. The total of all industries in which 
prices or service charges have been reduced 
since 1913 is small, hence the electrical in- 
dustry is distinguished by this fact. Indeed 
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it is worth while to mention that the rapid 
improvements in the technique of the industry 
is one explanation for the rapid expansion of 
holding companies, the principal function of 
which has been supplying capital for the re- 
habilitation of electrical stations throughout 
the country. In normal times this process 
probably would have proceeded more slowly 
and with less speculation in it, but unfor- 
tunately the industry became involved in the 
wild tide of speculation resulting from the war 
inflation, with disastrous results. The expan- 
sion of the electrical industry was on a sound 
investment basis, but in the eagerness of the 
time too much of it was done on bank credit. 
The securities of electrical companies soared 
with other securities and all were carried 
down together. In all of the discussion of hold- 
ing companies there has been surprisingly 
little account of the reasons for the expansion 
or debacle, or the part in it all played by the 
war. War has no place in the modern economic 
system. This is the one great lesson of the 
last twenty years, but little attention is paid 
to it. The inflation infection permeated all 


business, and governmental policies as well. 


What reason is there to suppose that if 
governments were running or regulating all 
business, they would maintain unvarying 
stability? Did not governments get the world 
into this mess, by making war on each other, 
and by making terms of peace and of trade 


relations that virtually have continued a state 
of War? 


George F. Johnson, Shoe Industrialist 


Possibly because of the interest manifested 
in its Ford interview of July 7, the New York 
Times Magazine followed it in the issue of 
August 11, with an interview with another 
prominent industrialist, Mr. George F. John- 
son, head of the Endicott-Johnson Corpora- 
tion, the second largest shoe manufacturing 
company in the country, located at Endicott, 
near Binghamton and in nearby villages. The 
article, the author of which is a woman, was 
written from the social welfare viewpoint, 
rather than as a discussion of business or eco- 
nomics, telling more about Mr. Johnson’s per- 
sonality, his simple manners, kindly views of 
life, good relations with his workmen, and 
large gifts for social purposes in the villages 
where the works are located, than it does 
about the shoe business. The gifts seem to 
have been made in the main from his private 
fortune, which is as it should be, because the 
stock of the corporation is widely held, and 
many of the holders may not be able to give 
proportionately with Mr. Johnson. The net 
earnings of corporations available for distri- 
bution should be distributed to the stockhold- 
ers for their individual disposition, according 
to their own means and choice. 


Of Mr. Johnson’s kindliness and desire to do 
full justice to his employes there is abundant 
testimony, but he has known that many kinds 
of service contribute to the operations of the 
company, that all are necessary to it, and 
must be justly treated in order to secure har- 
monious cooperation and the most satisfactory 
results to all concerned. The son of a New 
England ship captain, he has the sturdy quali- 
ties of the type and the Yankee faculty for 
knowing all that is going on about the busi- 
ness. He knew that the business must be a 
success in order to afford steady employment, 
and must have net earnings as a basis for 
growth. Mr. Johnson has achieved an excep- 
tional success in a highly competitive line of 
business. He has so conducted the business as 
to keep it going and growing, with an enhanc- 
ing reputation, thus serving both shoemakers 
and the shoe-wearing public. 

He began life for himself without property, 
as a shoe-worker. The article says that “at 
forty he was foreman of a shoe factory that 
was ready to be liquidated because it did not 
pay.” Twenty-five years later he was employ- 
ing more than 15,000 men and when the bus- 
iness was converted from a partnership to a 
corporation he “discovered” that he was worth 
$7,000,000. At present the employes number 
20,000, and employment has been well main- 
tained throughout the depression. 

Until about 1880-90 Boston and neighbor- 
hood had a long lead in the shoe industry, with 
New York and Philadelphia following. Skilled 
labor was an important factor at that time, but 
with the introduction of special machinery, the 
making of shoes required less of the former 
labor-training, and factories developed rapidly 
in the middle west, where the hides of home 
production were to be had, and thus the East 
has lost its once predominant position in the 
western shoe trade. The leading producers, 
including Endicott-Johnson, have their own 
tanneries, and are self-supplying and highly 
specialized in their methods, doing business 
on small profit margins, which vary but little 
among them. The ratio of profit to dollar sales 
for Endicott-Johnson in 1929 was 4 per cent, 
and in the five years ended with 1934 aver- 
aged 3.54 per cent. The average profit per pair 
of shoes in these years dropped from 8.12 cents 
in 1929 to 2.60 cents in 1930, and was between 
these figures in the other four years, except 
that the report for 1933 does not show this 
data. This was the entire compensation of 
capital for its share in production, including 
the risks of failure, or loss on the investment, 
a factor of importance as the list of insolvent 
companies attests. It may be added that this 
showing of profit is better than the consoli- 
dated results to manufacturing industries of 
all kinds in the same years, as shown by the 
figures given in these columns last month. 
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Most people continue to buy shoes even in 
hard times; maybe wear out more of them! 
Sales of the corporation in 1934 aggregated 
$52,248,000. None of these figures is from 
the Times article, but taken from official re- 
ports. The stock is listed on the New York 
Stock Exchange and bought and sold there 
continually. The rules of the Exchange re- 
quire that the essential facts about the opera- 
tions of listed companies shall be published. 

Mr. George F. Johnson, as Chairman of the 
Board, receives a salary of $50,000 per year, a 
son who is President receives $25,000, and no- 
body familiar with the business doubts that 
they are worth it. With annual receipts and 
disbursements about $50,000,000 each, or $100,- 
000,000 in the aggregate, with management 
important both ways and the all-important 
factor in profits, Mr. Johnson’s $50,000 is less 
in proportion to his value to the company than 
the average salary of the branch managers of 
a retail grocery chain. 

Hourly wages in the shoe industry were 21.2 
cents in July, 1914, and 55.2 cents in 1934 (No- 
vember), obviously an increase of about 160 
per cent.* If Mr. George F. Johnson could be 
eliminated, and his $50,000 salary divided 
equally among his 20,000 workmen, it might 
appear that they would get $2.50 more apiece 
yearly, but what would become of the busi- 
ness? The two Johnsons are the pilot and 
captain of the ship, the one knowing every 
shoal and rock in the channel, and the other 
commanding the crew. 


The International Shoe Company 


This sketch of the Endicott-Johnson Com- 
nany was prompted by the Times interview 
above-mentioned, but it would not be proper 
to give a description of the shoe industry 


* Note: Wages in the shoe industry as quoted 
in this article are from “Hours, Wages and Employ- 
ment Under the Codes,” prepared by the Research & 
Planning Division of the National Recovery Adminis- 
tration, Washington, D. C., January, 1935. 


Labor Productivity in Boot and Shoe Making 
Before the Invention of Machinery 


Documentary material on boot and shoe making in 
the first quarter of the nineteenth century affords 
some data on productivity of hand workers before 
the invention of shoemaking machinery. 

Joseph Lye was a skilled shoemaker of Lynn, Mass., 
doing only custom, or “bespoke,” work. He kept 
a diary, after the fashion of his time, from which can 
be obtained an idea of productivity, at least of one 
individual shoemaker who was probably representa- 
tive of the craft. Entries in the diary from 1817 to 
to 1822 show that Lye’s usual daily output was two 
pairs of shoes, although he sometimes made three 
pairs, and one day he records making “2 pairs of vil- 
lage walking boots at 45 cents, 2 pairs military at 40 
cents.” At that rate, the usual daily earnings of a 
good shoemaker, working for himself on bespoke work 
in his own shop, would be 80 to 90 cents. Two of 
Lye’s entries read: “This week’s work comes to $5.87, 
exclusive of other work”; “this week’s work amounts 
to $5.40”’—items which in both cases refer only to his 
earnings at the shoemaking trade. —‘“Handbook of 
Labor Statistics, 1931 Edition, United States Depart- 
ment of Labor. 


without mentioning the International Shoe 
Company of St. Louis, the largest maker of 
shoes in the world. It is the creation of two 
young brothers named Johnson and a cousin 
named Rand, who were born on cotton planta- 
tions in Northern Mississippi, back shortly be- 
fore the war between the States. The father 
of the Johnson boys was killed in that war, 
and the authentic story is that the three boys 
grew up on the Rand homestead “without 
schooling or store clothes, learning the hard 
value of a dollar bill and wondering what but 
cotton picking lay ahead.” In the ’80’s the 
Rands and Johnsons got into country store 
merchandising in Holly Springs, from whence 
they shifted, first to Memphis and then to St. 
Louis, gaining in working capital as they 
moved along, and gradually making a specialty 
of shoes and becoming jobbers of New Eng- 
land shoes. They learned about shoe-making 
and ventured into manufacturing, and the rest 
of the story is one of steady growth until in 
1923, with a production of 42,500,000 pairs, 
they topped the world record, and in 1929 
reached 55,000,000 pairs, and net sales agegre- 
gated $132,111,000. The International Shoe 
Company was incorporated in Missouri in 
1911. It has about 30,000 employes. It is 
making shoes in forty-one factories, and in- 
cluding tanneries that supply 80 per cent of 
its leather and a mill in Arkansas making cot- 
ton linings, it has various accessory industries, 
aggregating ninety-five plants in all. Most of 
them are in the St. Louis area, but some as 
far away as New Hampshire. Many have been 
acquired by the purchase of going concerns, 
which have been kept going where they were, 
continuing the employment of the workmen 
without disturbance. The founders of the 
business have passed on, but the Rand and 
Johnson families still are the principal proprie- 
tors, with large holdings within the staff. 
These details about International Shoe are 
taken in part from a lengthy article in the 
Fortune Magazine, for March, 1933, fully 
vouched for and worth reading in full. One 
more statement from that article is pertinent: 
International has never spilled over. It has not been 
beguiled by prosperity. It has never invited public 
purchase of a share of its stock. It has never paid 
money for financing. It has not now, nor has it ever 
had, a bonded debt. It has no bankers on its board. 
It has no affiliations in Wall Street. It is a manu- 
facturing company run by manufacturers for the pur- 
pose of manufacturing. And every director of Inter- 


national is a man whose one and only business interest 
in life is International Shoe. 


All of a Kind 


Thus it appears that the histories of John- 
son & Rand, George F. Johnson and Henry 
Ford are all very much alike. They all began 
with nothing but what they had within them- 
selves. 
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Mr. Ford was supplying the world with a 
new utility, never obtainable before. The 
cases are precisely alike in that ali of the for- 
tunes made in these businesses, are in the busi- 
ness where made, and have had to be there in 
order that the increasing demands of the 
public for the products could be supplied, and 
that the increasing number of workmen could 
be employed. If the United States Govern- 
ment had ousted either Mr. Ford, George 
F. Johnson or Rand & Johnson from where 
they were making their successes it would 
have been obliged to supply the same amount 
of capital to handle the business, and without 
Henry Ford, George F. Johnson or Rand & 
Johnson to run it. 

The shoe industry differs much from the 
automobile industry. It is older, supplies a 
low-priced article of common use, and the 
methods are quite standardized. The automo- 
bile industry is comparatively new, the prod- 
uct is one in which style counts for much, and 
is highly changeable, the sales run into larger 
volume, sales fluctuations are greater than in 
the shoe industry, and in all respects the busi- 
ness is less stable. 

We have asked the question: At what point 
in Mr. Ford’s career would it have been soci- 
ally desirable for the Government to take the 
Ford business away from him in order to pre- 
vent him from becoming continually richer as 
the business grew? The same question may 
be asked about the other men. On the Karl 
Marx theory that what an employer gains in 
his business is obviously taken away from his 
employes, a $1,000,000 or $7,000,000 fortune 
may be quite as unjustifiable as one of $100,- 
000,000; the main difference being that cir- 
cumstances were not the same. 

lf Mr. Ford had been retired when he had 
$100,000 or $1,000,000, his part in the subse- 
quent development of the industry would have 
stopped there; he never would have given em- 
ployment to 100,000 men. The same is true as 
to the others. Furthermore, if when they “dis- 
covered” that they were individually worth 
$100,000 or $1,000,000 “book value,” they had 
thereafter divided all additional profits among 
the workmen, the result would have been the 
same. They would have had no further part 
in the development of the industries. At these 
stages of their careers these men were just 
getting under way, and if retired then would 
have been condemned to make no use of their 
abilities, training and experience during what 
have proved to be the most useful years of 
their lives. They would have had enough to 
live on, but the public would have lost the ser- 
vice of their constructive abilities. 

This seems to answer the question asked 
last month, whether men like Edison, Ford, the 
Rands and Johnson’s are exploiters of the 
masses, or by their capacity for organizing the 


masses and discovering new ways of doing 
things, do so increase the productivity of all 
the industries, that the flow of wealth is vastly 
enlarged, with benefits to all? The Marxian 
idea is the “card-game idea” of business, i. e., 
that what one player gains others must lose. 
The Edison-Ford-Johnson and Rand idea is 
that developing industries create an ever-in- 
creasing abundance of all desirable things, in 
which everybody participates. It contemplates 
all industrial groups, guided by helpful leaders, 
exchanging products and services with each 
other, and as “team work” improves, both in 
the smaller organizations and in the all-in- 
clusive organization, all enjoying a higher and 
higher standard of living. 

We cannot carry this discussion much 
farther now, but we are only at the threshold 
of the subject, and it will be continued from 
month to month. Last month we named a 
lengthy list of important industries in which 
hard manual toil has been lightened, produc- 
tion increased, and the purchasing power of 
wages over commodities vastly increased, in 
the last 100 years. These achievements of the 
modern economic system have been accom- 
plished by scientific research, invention, man 
agement, the use of capital and the more effec- 
tive organization of labor. Every industry 
might be analyzed as in this and last month’s 
article, but no more now. We will add, how- 
ever, this sweeping statement, that no impor- 
tant industry can be named wherein wage-rates 
today do not average higher, in relation to 
their pre-war level, than do the prices of its 
product. In relation to the prices of the indus 
trial products into which they have entered 
wage-rates have increased generally and large- 
ly since 1913. 


The secret of prosperity is in just such bal- 
anced relations between all parts of the 
economic system as is maintained between 
working groups in the Ford and Johnson fac- 
tories. The highest possible prosperity fo: 
every group and class is obtained by har- 
monious cooperation to increase the efficiency 
of the system as a whole. The constant efforts 
of every industry to eliminate waste and lost 
motion, to reduce costs and prices, and thus 
increase sales, results in a continuing distribu 
tion of benefits to consumers, who in over- 
whelming numbers are the workers them- 
selves. Moreover, the increasing supplies of 
capital which can be utilized only by em- 
ploying labor, and the constant development 
of new industries, have so enlarged the de- 
mands for labor that the percentage of “gain- 
fully employed” to the total population of this 
country has steadily increased and the trend 
of wages has been steadily upward. 

The influence of the modern economic sys- 
tem, under such intelligent leadership as has 
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been afforded by Edison, Carnegie, Ford, 
the Johnsons, Rands and scores that might be 
named, has been for the development and im- 
provement of the organization by which so- 
ciety supplies its wants, and for the unification 
of society, all in striking contrast to the Marx- 
Engel doctrine of an irrepressible class war. 


In Conclusion 


It must be apparent that what Marx and 
Engel did not know about the economic system 
in 1848 would fill volumes, and that their 
followers have learned nothing since. The most 
serious, however, of all the developments of 
this disturbed period is this new tax legisla- 
tion, which Senator Gerry very properly has 
said is not revenue legislation. In it we have 
the beginning of a policy which, so far as it 
goes, is a substitution of the doctrines of the 
Communist Manifesto for the Constitution of 
the United States. 


The Constitution of the Fathers was intend- 
ed to develop individualism, to teach each 
person to think and act upon his own re- 
sponsibility, to learn his own rights, and the 
rights of others and the necessity for voluntary 
cooperation with others in organized society. 
People live and develop as individuals, and by 
their experiences, their faculties grow by use, 
and the forefathers intended the Constitution 
to protect independent thinking. The new 
policy is intended to restrict individual initia- 
tive, and make everybody conform to a pat- 
tern and plan. This new taxation is coercive 
and punitive, and based upon the theory that 
the fortunes acquired in business are obtained 
by exploitation. 


This policy is based on many assumptions— 
all false. The primary one is that the privately 
owned fortunes have been taken from the mass 
of the people by high prices or other devices 
and thus have reduced their purchasing power 
from what it had been; whereas, the truth is 
that all of the fortunes acquired in industry 
have been made by reducing costs and prices, 
thus increasing the purchasing power of the 
mass, and increasing consumption, as shown 
by the constantly increasing volume of trade 
per capita, except in periods when trading re- 
lations have been disturbed by abnormal 
events, for example, the War. 


A feature of this assumption is the idea 
that not only are these fortunes taken from 
the people and thus withdrawn from general 
use, but that they are completely devoted to 
the use and benefit of the owners, whereas 
these fortunes all remain in industry, are en- 
gaged in accomplishing economies in pro- 
duction and distribution, in supplying the 
wants of the people, and doing so more effi- 
ciently and abundantly than possibly could 
be done by the Government if the fortunes 
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existing in the industries were taken over by 
the Government and operated by Government 
employes. 

Another aspect of this same assumption is 
the idea that Congress, which is a changing 
body, with about one-third of its members on 
the average coming in new after every election, 
together with a bureaucratic administration 
which it might set up in Washington, could 
employ these fortunes, which exist in the form 
of industrial equipment, more usefully than 
the men who have created them! With all 
regard for the many splendid men in Congress 
it is common knowledge that with 531 members 
in the two houses, it is a very cumbersome 
body for effective action. It is under constant 
pressure from many outside quarters, and has 
endless capacity for disagreement within itself. 
In sheer desperation to get something done it 
resorts to all sorts of devices, tactics and log- 
rolling bargains, everybody believing, it may 
be assumed, that what he is striving to accom- 
plish is for the best interests of the country 
and that the end justifies the means, although 
there never is any certainty about that. The 
one thing certain is that Congress can have no 
effective organization for managing the com- 
plicated economic system, or even just the big 
corporations. 


Congress is first of all a political body. The 
breath of its life is politics, and politics is 
much the same everywhere, all the way from 
the voting precinct through the county court- 
house and city hall and the state capitol, to 
Washington, D. C. Always the uppermost 
idea in politics is to “get by” in the next 
election. Politics did not make this country 
what it is, and the less of politics there is in 
business the better for the country. 

We venture to say again, still following 
Senator Gerry, that this bill is not a revenue 
measure, or even a wealth-sharing measure. 
It is just a proposal to level down society, to 
hit every head that shows above the dead level, 
to penalize success, to suppress leadership, to 
take from every man who has demonstrated 
powers of leadership—upon whom thousands 
or hundreds are dependent for employment, 
the properties and instrumentalities by means 
of which he gives employment and does his 
work. It is intended to oust these men from 
the industries they have built up, to tear apart 
the men and industries; disrupt the organiza- 
tions, scatter ownership arbitrarily and break 
up control, regardless of the disorganization 
and paralysis which must result to all business. 
And it is to enlarge the powers of Congress in 
ways like this, and in authority to regulate 
the management of men like Edison, Ford, the 
Johnsons and Rands in the industries to which 
they have given their lives, that proposals are 
being made to amend the Constitution. 
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